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When Can Congress Reduce Federal Taxes? 


By Roswell Magill 
President, Tax Foundation, Inc. 


HE United States currently is spending billions to convince the world that its form of govern- 
ment and way of life is preferable to any other. At the same time, its citizens are unwilling 
or unable to provide their own Federal government with the money required to pay current 


Federal government expenditures. The result is a great 
budget deficit for the year 1959, currently estimated 
to be about $13 billions. There is a strong under- 
current of demand for tax relief; at the same time 
there is demand for more federal expenditures for 
schools, for farm relief, for subsidized housing, for 
highways, for airports, and so on. 


Our imaginations envision more good things in life 
than ever before, to be bought for us by the Federal 


the same time have decreased taxes. Indeed, we can- 
not afford all the good things currently being proposed, 
without heavy tax increases sooner or later. Moreover, 
if the Federal government continues to spend more 
than it collects in taxes, one consequence will be a 
dollar steadily declining in value: to 50 cents, to 25 
cents, even to 10 cents or one cent. What are possible 
solutions of these very grave fiscal problems? How can 
we balance the federal budget in 1960? How can we 
ever secure tax relief? 


government. We want the 
Federal government to buy 
them, not our own states nor 
our own cities, because we 
think of the Federal govern- 
ment as possessing unlimited 
funds, which we surely do not 
think of ourselves as provid- 
ing. At the same time, we 
want that distant government 
to cut down on taxes which 
we are well aware that we 
have to pay. We would like to 
retain more of the incomes we 
earn to spend or to save as we 
may choose ourselves. 


It seems plain that we can- 
not have it both ways. We 
cannot have increased Fed- 
eral expenditures, even for 
very good purposes; and at 


This Issue In Brief 


For the first time in years, the Federal 
budget represents a vigorous attempt to 
halt the steady rise of Federal spending, 
Mr. Magill says. 


The 1960 budget is, he asserts, by no 
means an “austerity” affair, and points 
out, as one instance, that spending for 
state and local government grants will be 


$2 billion more than in fiscal 1958. 


“The first step toward eventual tax re- 
duction,” he says, “is the reduction of 
unnecessary expenditures.” If people will 
stop demanding; if current spending is cut 
to fit current revenue, “then we can rea- 
sonably hope the normal growth of the 
country will presently produce an excess 
of revenues, so that it will become possi- 
ble to revise and reduce taxes.” 





The figures in the budget 
show that total Federal ex- 
penditures have increased 
nearly $15.5 billions since 
fiscal 1952. (Total expendi- 
tures were $44 billions in 
fiscal 1951; $65.4 billions in 
fiscal 1952; $80.9 billions in 
fiscal 1959.) Only $2 billions 
of that increase can be charged 
to “major national security.” 
The item labelled “interna- 
tional affairs and finance” has 
gone up about $900 millions. 
The big budget increases are 
in “agriculture”—that is, farm 
parity payments, up $5.3 bil- 
lions; “labor and welfare,” 
doubled to about $4.4 billions; 
“commerce and housing,” up 
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$900 millions; “veterans’ services” and “natural re- 
sources,” up $300 millions each; “interest,” up $1.7 
billions; “general government,” up $200 millions. 


So far as national security is concerned, unless it 
can be clearly demonstrated that proposed expendi- 
tures are inadequate and dangerous, we really have 
no choice except to go along with the experts in the 
Administration. Secretary McElroy and others have 
explained that the “Department of Defense, by con- 
centrating efforts on the more advanced and more 
promising missile systems, continues to increase sub- 
stantially the combat capabilities of the military 
forces with a relatively small increase in the overall 
cost of defense.” That statement indicates that we are 
spending what is needed for national security; and 
you and I have no knowledge to gainsay it. By putting 
priorities on various kinds of military spending — 
putting first things like missiles first—this budget does 
with military spending what is badly needed in the rest 
of the budget. 


The domestic, non-defense portion of the budget is, 
then, the part we need to scrutinize most carefully, 
for it is here that real savings can be made. We must 
start with the premise that every proposed expenditure 
is good for some portion of the population. Each item 
has its ardent defenders. But when we are confronted 
with the necessity for spending much over half of ex- 
pected Federal revenues on national defense, a cost 
‘whose necessity and whose size is determined by 
world events beyond our control, should not Congress 
be most careful to fit domestic expenditures within the 
remaining government revenue available to meet 
them? Particularly when our economy is prosperous, 
and the Federal government is already collecting taxes 
at a great rate, can Congress justify increasing Federal 
expenditures for domestic purposes above and beyond 
anticipated tax receipts? Granted that there are mariy 
useful and desirable programs on which more money 
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could be spent, should not Congress withhold ap- 
proval of them until we really have money to spare; 
until after defense expenditures have gone down 
enough, or receipts have increased enough, to make a 
real surplus available? 


Balanced Budget Is a First Step 


On this premise, the President’s newly proposed 
budget for fiscal 1960 is a step in the right direction. 
It is not a very long step, but it is a step. For the first 
time in several years, the new budget represents a 
vigorous attempt to halt the steady rise of Federal 
spending and the increasing domination of Federal 
activities over our lives and pocketbooks. This budget 
makes clear that citizens need not meekly accept every 
and each spending proposal as inevitable or even 
desirable. The objectives of this budget are clearly 
laid out: national security, with a balanced budget 
fostering economic growth and a sound dollar, and a 
hope of substantial tax reduction in the not-too-distant 
future. 


Nowhere is this purpose more evident than in the 
President’s blueprint to reduce spending next year 
and the year after. The new blueprint for long-range 
savings consists primarily of major recommendations 
designed to revise current statutory programs to adapt 
them to present-day conditions. In a recent statement 
Governor Rockefeller said that state programs which 
were already incorporated in legislation call for the 
expenditure of 80 per cent of the total budget and 
very much the same thing is true of the Federal budget. 
One of the frustrating aspects of any attempt to reduce 
it is that the budget is on the whole made up of pro- 
grams which Congress has solemnly adopted and if 
those programs are to be carried out then expenditures 
of the character which the President has discussed 
are bound to follow. The President’s proposals for 
long-range economies include: First, expansion of 
state and local participation in a large number of 
programs, including urban renewal, flood control, 
school aid in federally affected areas, waste treatment 
construction, vocational education, public assistance 
and disaster relief. 


Second, the President proposes encouragement of 
more private financing through flexible interest rates 
in such credit programs as veterans’ housing loans; 
rental, military and cooperative housing mortgages; 
rural electrification and telephone loans; college hous- 
ing loans; and maritime mortgages. 


Third, in the ambitious blueprint for future savings 
is revision of outmoded farm price support laws to re- 
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duce the burden on the Treasury and hasten needed 
adjustments in agricultural production. 


Fourth, revision of veterans’ laws to modernize the 
benefit program in the light of social developments 
and changes. This is particularly significant in view 
of new demands for widening veterans’ pensions with- 
out regard to wartime injury, such as the costly pro- 
posal now in Congress to give all veterans of World 
War [ a flat $100 a month when they reach the age of 
60. 


Finally, the President recommends appraisal of the 
system of subsidies for the American merchant marine 
and reduction in cost to the taxpayer for services to 
special groups, by increase of postal rates and ade- 
quate charges to beneficiaries of various other Fed- 
eral services. 


Existing Fiscal Procedures Need Reform 


In his message, the President shows unusual con- 
cern over the need for reforms in existing fiscal pro- 
cedures. The President mentions that a beginning is 
made in the fiscal 1960 budget toward a limitation 
upon accrued expenditures, as authorized last year in 
the law following a Hoover Commission recommenda- 
tion. Such limitations are imposed in six appropriation 
accounts scattered among the Coast Guard, the Gen- 
eral Services Administration, the Veterans’ Adminis- 
tration and the Panama Canal Zone Government. 


Even more important, and more controversial, is 
his recommendation that the President be given 
authority to veto or reduce items in appropriations 
bills and in bills authorizing expenditures outside the 
appropriation process. This “item veto,” as it is called, 
has been proposed in the past by such great fiscal 
authorities as Senator Byrd. It is used currently in 37 
states where many governors have been able to elimi- 
nate extravagant or wasteful features of an important 
spending measure, without vetoing the bill as a whole. 


Undoubtedly, the item veto should be a great econ- 
omy weapon in the hands of any President. Its 
merits, however, do not appeal to Congress, which 
views the proposal as designed to shift powers from 
the legislature to the executive. Congress is extremely 
unlikely, this year at least, to give such power to the 
President. 


The President’s concern over better fiscal proce- 
dures is welcome. It has been clearly demonstrated 
over a period of years that Congress lacks annual con- 
trol over spending. As long ago as 1951, the Tax 


Foundation pointed out that two-thirds of the then 
budget was beyond annual control of the regular ap- 
propriations processes of Congress. The situation is 
nearly as bad today. In dealing with a dozen separate 
appropriations measures, Congressmen are given little 
help in relating proposed spending to expected rev- 
enues. 


Congressmen need a clear understanding of how 
Congressional action on money bills affects the na- 
tional debt and ever-threatening inflation. Congress 
badly needs to adopt procedures to enable it to relate 
total expenditures to total revenues for the budget 
year; accompanied by the further provision that ex- 
penditures shall be kept within expected revenues or 
taxes proposed to make up the difference. With the 
Federal debt already at $285 billions, Congress has 
pretty well worn out the device of financing current 
expenditures out of I.0.U.’s, rather than out of taxes. 


The proposed budget for 1960 is by no means an 
austerity budget. A precarious balance, indeed a $70 
million surplus, has been achieved by moving a pay- 
ment of $1.4 billions to the International Monetary 
Fund from 1960 into 1959; by the termination of 
various non-recurring programs; and by an increase 
of $9 billions in estimated tax receipts. In other words, 
by the termination of programs largely instituted in 
order to curb the recession and by a very considerable 
increase in estimated tax receipts. There are few re- 
ductions in expenditures for continuing programs. 
Thus, estimated Federal spending for grants to state 
and local governments, including grants from the 
highway trust fund, is set at $7.1 billions for fiscal 
1960, $454 millions above the estimate for the current 
year (1959) and $2 billions above expenditures for 
fiscal 1958. This is hardly austerity nor is it pinch- 
penny budgeting, as has been charged by the Presi- 
dent’s critics. 


Federal Spending Can Be Reduced 


A Congress stimulated vy a vigorous popular inter- 
est in economy can reduce Federal expenditures ma- 
terially by carrying out promptly the President’s 
blueprint for savings. The President recommends 
Congressional reexamination of existing programs 
generally deemed sacred and beyond attack. Thus, 
the agricultural program costs $6 billions a year. It has 
produced higher prices for consumers and steadily 
increasing surplus of commodities for the government 
to give away or to sell at a loss. Agricultural spending 
now amounts to more than $1,000 for every farm in 
the country. The program is not producing satisfactory 
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results; is based on erroneous premises; is much too 
expensive; and should be drastically pruned. 


Again, the very expensive veterans’ programs, now 
costing about $5 billions per year, could be revised and 
modernized as the President has suggested, with sub- 
stantial savings to the public. If the President’s blue- 
print were carried through with the care and intelli- 
gence that a thrifty householder or housewife spends 
on his own affairs, budget expenditures could be 
brought down to a manageable $70 billions. The great 
advantage to the taxpaying public would then be that 
tax reduction would become possible in place of end- 
less tax increases. Unless Congress can really get the 
budget under control in these good times, tax reduc- 
tion is just a will of the wisp. 


Early reports of Congressional activity have not 
disclosed any plans for tax reduction that have 
achieved general acceptance. Indeed, the announced 
program of the Committee on Ways and Means indi- 
cates that tax increases in several special situations 
will be considered; but that no general review of 
the income tax law is contemplated. 


Reforms Needed in Tax Structure 


The corporate income tax, which now takes up to 
52 cents of every dollar of a company’s profit, is a seri- 
ous obstacle to business growth. Our enterprise system 
has been built on the premise that corporations and 
their stockholders will invest—will “plow in’”—more 
and more money, year after year, in the reasonable 
expectation that a plant, kept constantly up-to-date, 
will yield an adequate return on a steadily increasing 
investment. We have a history of discarding machines 
before they are worn out, as soon as more efficient 
machines come along, even though the new machines 
are more costly. Because the tax system has an enor- 
mous effect on business decisions, we should make 
sure that our tax provisions do not slow or halt 
technological progress—the very kind of progress that 
has made our economy so productive of wealth. 


There have been many cases such as this in recent 
years: To improve the efficiency and productivity of a 
factory, the management needs to replace a certain 
machine. Twenty years ago, or even less, that machine 
cost $100,000, but the new and better model will 
cost $250,000. Now, the present tax laws allow the 
firm to recover the cost of the old equipment, but only 
those costs, and not the increased purchase price of a 
new machine or building. Thus, as plant and machin- 
ery wear out, a firm must raise new money just to stay 
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in business. As the government already is getting more 
than half of the profits, the margin that can be rein- 
vested is small, particularly if the stockholders are to 
receive any return at all on their investment. 


The same inability to save in order to invest in a 
new plant is true of the individual. Vice President 
Nixon has recently reminded us that the personal in- 
come tax rates are “almost confiscatory” in the higher 
brackets. Taxpayers in the middle brackets and lower 
brackets feel that their tax rates are also too high. In 
either case, saving is very difficult, or impossible. Yet 
much of our economic growth has been based on the 
accumulated savings of individuals; on the ability of 
an individual to back a new idea or a new invention 
with his own money. He may win, or, more often, he 
may lose; but the sum of successful risk investments 
made by individuals has added up to sustained growth 
in our economy. Without such savings, continued 
steady advance becomes much more doubtful. This is 
one job that government cannot do for us half so well 
as we can do it for ourselves. 


Many of us who would like to see taxes reformed 
and reduced as a means of insuring continued eco- 
nomic growth are nevertheless enrolled in the army of 
citizens who want to see the Federal budget balanced. 
Hence, in our view, the first step toward eventual tax 
reduciion is the reduction of unnecessary expendi- 
tures. If we will stop demanding all sorts of new sub- 
sidies and programs and activities from Washington; 
if we will return to states and localities and even indi- 
viduals the jobs which they can perfectly well perform 
for themselves; if we will resolutely cut current Fed- 
eral expenditures to fit within current Federal rev- 
enues; then we can reasonably hope that the normal 
growth of the country will presently produce an excess 
of revenues; so that it will become possible to revise 
and reduce taxes, and perhaps even to pay off a little 
of the debt. I see very little hope of tax reform or 
tax reduction until expenditures are brought vigor- 
ously under control. We cannot ask the Federal gov- 
ernment to do all things for all men, and still tax us 
less than it is doing now. 


That last word is not discouraging; indeed, it is a 
note of hope. Our Federal tax system needs to be re- 
formed. Rates need to be reduced. We citizens can 
require the job to be done in the next few years, if we 
will simply resolve to ask no more, indeed if some of 
us will ask a little less, from the Federal government. 
Then we can fairly ask our representatives in Wash- 
ington to exercise the same sense and thrift in analyz- 
ing and adopting the national budget that the ordinary 
prudent man exercises on his own affairs. 














